
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



NOTES AND MEMORANDA 



"UNEARNED INCREMENTS," LAND TAXES, 
AND THE BUILDING TRADE 

The point has been made by opponents of the single tax 
that the " unearned increment " in land values is an incentive 
to building: that buildings which are expected to depreciate 
through obsolescence are often put on land that is rising in 
value in the expectation that the appreciation of the land will 
offset the depreciation in the building; and that consequently 
a tax which destroys the increment in land values would 
check building operations, instead of encouraging them as the 
single taxers contend. The argument has been buttressed by 
reference to the principle that earnings tend to be equalized 
in different lines of investment, so that if the building trade 
offered the normal return, and, in addition, an increment in 
land value, there would be a tendency, under competitive 
conditions, for capital to crowd into the building trade to such 
an extent as to reduce this joint gain to a point not exceeding 
the normal return in other lines. The reduction is expected 
to come about, in this case, by a depreciation in the capital 
invested in building. 

The writer does not favor the single tax. He is, however, 
convinced that this particular argument against the single 
tax is unsound. One rather obvious difficulty presents itself: 
the case is possible only where the same man owns both land 
and building. If, as is the case to a large extent in Baltimore, 
and to a considerable extent in other cities, buildings are put 
up on leased land, the builder has no such inducement, 
because he will not himself benefit by the rising land value. 
The fact that buildings on leased land, and buildings owned 

811 



812 QUARTERLY JOURNAL OF ECONOMICS 

by the landlord compete in the same market raises a strong 
a priori presumption against the doctrine under discussion. 
The man building on leased land would be at a hopeless dis- 
advantage in such a competition. A closer analysis will 
show that the increment in land values performs no such 
function as that assigned. 

That buildings may be erected where rapid depreciation 
is to be expected is not denied. That this may, and fre- 
quently does, occur on land where the increment in land 
value is rapid is not denied. Land whose value is increasing 
rapidly may very well be land of which the best possible uses 
are changing rapidly, and consequently land on which build- 
ings may be expected to depreciate rapidly through obso- 
lescence. But it is denied that the amount of the increment 
in land value has any connection whatever with the amount 
of depreciation in building which is voluntarily suffered. 

The matter is best put in an illustration. Assume a man 
who has a piece of land worth $50,000, and free capital of 
$30,000. Assume an annual increment to the land value of 
$2000. The owner has two options: he may leave the land 
idle and invest his $30,000 at, say, six per cent in industry, in 
which case his return is $3800 per year (counting the incre- 
ment) ; or, he may apply his $30,000 to the land by building 
upon it, and so unlock the potentialities of the land, causing 
it to yield, say, four per cent, or $2000, making his total 
yearly return $5800 (again counting the increment). It is 
clear that in this latter case the owner gains if the depreciation 
of the building is anything short of $2000 per year. But the 
$2000 which offsets the depreciation is not the increment to 
the land value, but the extra $2000 that comes from putting 
the land to use. Varying the size of the increment leaves the 
situation unchanged. Assume an increment of $12,000 per 
year: he can still tolerate only $2000 per year depreciation. 
By using his first option, he would in that case have an annual 
gain of $13,800; by using his second option, an annual gain 
of only $15,800, still only $2000 to spare. Assume no incre- 
ment at all: he has still the same $2000 margin for deprecia- 
tion. The increment is wholly irrelevant. The significant 
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factor is the possible addition to his income from releasing the 
earning power of the land. 

A different mode of reckoning would be compelled if the 
builder were building on leased land. In that case, he would 
offer as the annual rent of the land only that part of the $2000 
rent attributed to the land in our figures above, which is left 
after amortizing the depreciation on the building. Properly 
speaking, land in the situation assumed would really contrib- 
ute only that residuum to the joint product. 

It is, of course, possible that an owner of a building who 
also owned the appreciating land on which it is built would not 
feel called upon to set aside out of gross income a sum to 
amortize the depreciation of his building; that he might 
spend it all, relying on the increment in land value to serve 
as security for the capital later to be needed for a new build- 
ing. But in that case the increment would be off-setting, not 
the depreciation, but the owner's expenditure of his capital 
for consumption purposes. The increment would then make 
possible, not more building, but extravagance. But that the 
increment, which is a constant factor whether the land is 
built upon or not, should have any influence on a decision to 
build or not to build, is, on the face of it, impossible. 

It should be noted, also, that an extra tax on land 
for the purpose of encouraging building might be similarly 
barren of results. If the tax is a constant factor, whether the 
land is built upon or not, in what way could it affect the 
decision to build ? A special tax on unoccupied land alone 
would cause more building, but factors which are constant 
regardless of the decision do not count among the pros and 
cons. 1 It should be added, however, that since buildings are, 
under our general property tax, in fact more heavily taxed 
than most other forms of capital, an application of the single 
tax would relieve buildings of a disproportionate burden, and 
so somewhat stimulate building at the expense of other forms 
of enterprise. 

The principle mentioned in the first paragraph, that earn- 
ings in all lines of investment tend to be equalized, so that a 

1 My attention was called to this other side of the matter by one of my students, 
Mr. K. S. Merriam, A.B., Harvard, 1914. 
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gain through increments in land values tends to be offset 
elsewhere, has been recognized in the foregoing argument. 
Our numerical illustration assumed a six per cent return for 
the $30,000 free capital, but allowed a return of only four 
per cent on the $50,000 in appreciating land. The writer 
believes that, in general, appreciating land does yield a low 
percentage on its capitalization, and that this fact ade- 
quately represents the working of the principle referred to, 
when account is taken of the speculative character of the 
" unearned increment." 

These observations are designed merely to narrow the issue 
between the single taxers and their opponents, by blunting 
some of the weapons on both sides. They cover only a small 
part of the points in controversy. 



B. M. Anderson, Jr. 



Harvard University. 



ABRAHAM LINCOLN ON THE TARIFF: A MYTH 

Those who have followed the campaign literature on the 
tariff during recent years will have become familiar with a 
phrase attributed to Abraham Lincoln. The following ver- 
sion is taken from Curtiss's Industrial Development of Nations 
(1912), a pretentious three-volume publication, in which are 
collected indiscriminately all sorts of protectionist arguments. 
Under a portrait of Lincoln this is printed : — 

" I do not know much about the tariff, but I know this much, when 
we buy manufactured goods abroad, we get the goods and the 
foreigner gets the money. When we buy the manufactured goods at 
home, we get both the goods and the money." l 

1 Vol. iii, p. 6. Elsewhere in the book the version is in somewhat different form: 
" Abraham Lincoln said: ' When an American paid $20 for steel rails to an English 
manufacturer, America had the steel and England had the $20. But when he paid $20 
for the steel to an American manufacturer, America had both the steel and the $20.' " 
Ibid., vol. ii, p. 471. — This obviously is an anachronism, since such a thing as a steel 
rail was unknown in Lincoln's time. 



